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During recent years there has been much discussion of 
valuation of the physical properties of railways as a basis for 
public regulation of their rates. The subject has been moved a 
good way from the field of academic theory to that of applied 
theory by the exhaustive physical valuation of the railways of 
Minnesota, which recently was completed by the railroad com- 
mission of that state. 

There were “physical valuations” before that in Minnesota, 
notably that in Texas in 1894; that in Michigan in 1900; and 
that in Wisconsin in 1903. But the valuation in Texas recently 
was admitted by the engineer who made it to be entirely out of 
date; and it never was entitled to much respect. None of these 
valuations was so exhaustive as that in Minnesota; and those in 
Michigan and Wisconsin were made as bases for taxation, not 
rate-regulation. The railroad commission of Washington finished 
a physical valuation of the railways in that state for purposes 
of state-regulation at about the same time that the Minnesota 
commission completed its work. But the valuation in Wash- 
ington relates to only a few roads, built and operated under some- 
what unusual conditions, while the Minnesota valuation relates 
to nineteen carrying and six switching, or terminal roads, having 
an aggregate line-mileage of 7,596 miles and an aggregate track- 
mileage of 10,437 miles, built and operated under physical and 
commercial conditions similar to those in a large part of the 
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country. On the whole, it is believed that the valuation in Min- 
nesota affords the best materials in existence for what may per- 
haps fittingly be termed a “concrete’’ study of valuation as a 
basis for rate-regulation. 

A brief study of this sort will be attempted in this article. I 
shall try, first, to describe and, second, to discuss the method 
and results of the valuation in Minnesota; third, to outline the 
only method of valuation that, it seems to me, finally will stand 
the scrutiny of enlightened economists or of the Supreme Court 
of the United States; and, fourth, to indicate in what ways, and 
to what extent, a fair and legal valuation could advantageously 
be used as a basis for rate-regulation. 


I 


The plan of the Minnesota commission contemplated a valua- 
tion, based solely on the original cost of construction and the 
estimated cost of reproduction of the physical properties. Mr. 
Dwight C. Morgan, an engineer of experience and ability, was 
employed to take direct charge of the work. Mr. Morgan 
found that records to show the original cost of the older and 
more important lines were not available. The valuation made is, 
therefore, based solely on the estimated cost of reproduction of 
the physical properties, new, and also in their present condition. 

A meeting of the members of the commission and its engi- 
neers with railway officers representing 95 per cent. of the mile- 
age in Minnesota, was held on January 26, 1906, and a plan of 
co-operation agreed upon. The wages and prices actually paid 
in 1905 were adopted as unit costs of labor and materials. A 
subsequent review showed that the wages and prices of that year 
were about the average for the five-year period, 1902-7, and the 
valuation was made as of June 30, 1907. 

The railways were supplied with blanks prepared by the 
commission on which to enter, with estimates of their cost of 
reproduction, all the multitudinous items composing their physi- 
cal properties, from land for right-of-way, yards, and terminals, 
to locomotives and fish plates; from the brick in the large 
passenger stations in Minneapolis and St. Paul to the small- 
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est shop tools; from the draw-spans in the bridges across 
the Mississippi River to the timber in culverts. A complete set 
of blanks was filled out for each 100 miles of main line; branches 
were treated according to their special conditions. 

After the blanks were filled out and returned by the rail- 
ways, representatives of the commission checked them by a 
thorough and elaborate method. 

The railways provided a special train, consisting of a loco- 
motive and business car, for which the state paid the actual 
running-cost. One or more members of the commission and 
tw: of its engineers, accompanied by general or division officers 
of the road, on whose line the train happened to be, went in 
this train over each road. The detailed reports of the road 
were taken along. The train moved slowly to permit constant 
observations of the character and standards of construction and 
maintenance. Frequent stops were made, often once in a mile, 
usually once in two miles, sometimes only once in five miles, 
when the party got out, and the commission’s engineers ascer- 
tained the amount and nature of the ballast for some distance 
along the roadway, the depth and character of cuts and fills, the 
weight and age of rails and fastenings, the number of ties per 
mile, etc. The facts found were constantly compared with the 
reports of the railways and noted in the engineers’ field-books. 
The terminals in Minneapolis, St. Paul, and Duluth were ex- 
amined foot by foot. Stations, shops, cattle-pens, etc., were 
investigated, and the railways’ reports about them checked, with 
the same thoroughness. 

Rolling-stock used on interstate roads was appraised on a 
mileage basis, it being assumed that the standards of each inter- 
state road were about the same for its entire line as they were in 
Minnesota. 

To ascertain the cost of reproduction of land used for right- 
of-way, yards, and terminals, the commission sent special agents 
throughout the state, who examined the official county records 
to find what prices had been brought by land within one and 
one-half miles of any railway that had been sold since January 
I, 1900. Particular pains were taken to find what railways had 
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paid for land for railway purposes subsequent to the date named. 
In reaching a determination of the true value of lands adjacent 
to railways records of 55,000 bona-fide sales, aggregating 1,300,- 
000 acres, and involving considerations approximating $1,000,- 
000, were used. Records also were used of bona-fide sales of 
land to recently built railway lines, aggregating 7,000 acres, 
located in various parts of the state, and involving considerations 
amounting to $4,200,000. 

The investigations of the commission showed that it cost an 
average of about three times as much to get land for railway 
right-of-way as to get it for other purposes. It was found that 
to get land in St. Paul for terminals cost an average of 13%4 
times as much as to get it for other purposes; in Minneapolis, 
1% times as much; and in Duluth, 1% times as much. It was 
also found to be a general rule that where a railway bought land 
by agreement it acquired it much cheaper than where it got it by 
the exercise of the power of eminent domain through condem- 
nation proceedings. 

There was a sharp cleavage of opinion between the commis- 
sion and the officers of the railways over the basis on which land 
used for right-of-way, yards, and terminals should be appraised. 
The railway officers contended that the valuation should be based 
on what the data collected showed it would cost now to acquire 
the land for railway purposes. The commission contended that 
it should be based on what it would cost now to acquire the land 
for other-than-railway purposes. In other words, the commis- 
sion’s view was that if farm lands were worth $100 per acre, 
adjacent railway right-of-way should be appraised at $100 per 
acre, not at $300 per acre, the price that the data collected shows 
it probably would cost now to get it for railway right-of-way, if 
it were unoccupied. The result of this difference of opinion 
was that the commission made two appraisals, “Estimate A” and 
“Estimate B.”” In “Estimate A” it appraised railway land upon 
the basis of what it would cost to get it now for railway pur- 
poses. In “Estimate B” it appraised it at what it would cost to 
get it for other-than-railway purposes. In “Estimate B” it also 
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omitted any allowance for solidification and adaptation of road- 
bed. 

Railway engineers usually add 10 per cent. to their estimates 
of the cost of projected lines for “contingencies.”” As he was 
valuing lines already built, Mr. Morgan thought an allowance 
of 5 per cent. would be enough. He allowed for interest during 
construction at the rate of 4 per cent. 

The railways were asked to furnish estimates not only of 
the “cost of reproduction, new,” of their properties, but also, 
making an allowance for depreciation due to wear and tear, to 
estimate their “present value.” This they did not do, because 
the officers of some of the lines contended, that, as their proper- 
ties were well maintained, there was no depreciation to be allowed 
for; that seasoned properties were more valuable than new. 

The Minnesota proportion (on a mileage basis) of the capi- 
talization of the nineteen carrying railways in that state, is 
$334,979,692. I cannot find the capitalization of the Duluth 
Union Depot and Transfer Company, but the aggregate capitali- 
zation of the other five switching, or terminal, railways in the 
state, with a line-mileage of 18.3 miles, is $7,555,000, making an 
aggregate capitalization for all the mileage in the state, except 
the Duluth Union Depot and Transfer Company, of $342,534,- 
692, or $43,777 per mile. The railways estimated the total cost 
of reproduction, new, of their physical properties, as of June 30, 
1906, at $500,675,780, or $65,909 per mile. The commission’s 
estimates (as of June 30, 1907) compare with the foregoing 
figures as follows: 

Estimate A.—Cost of reproduction, new, all lines, $411,- 
735.195, or $54,201 per mile; present value, all lines, $360,480,- 
161, or $47,456 per mile. Cost of reproduction, new, 19 carry- 
ing lines, $397,299,471, or $52,430 per mile; present value, 19 
carrying lines, $347,051,336 or $45,799 per mile. Cost of re- 
production, new, 6 switching lines, $14,435,724, or $770,933 per 
mile; present value, 6 switching lines, $13,428,824, or $717,160 
per mile. 

Estimate B.—Cost of reproduction, new, all lines, $373,820,- 
141; or omitting allowance for adaptation and solidification of 
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roadbed, $360,961,548, or $47,517 per mile; present value, all 
lines, $322,565,106; omitting allowance for solidification and 
adaptation, $309,706,513, or $40,772 per mile. Cost of repro- 
duction, new, carrying lines, omitting allowance for solidification 
and adaptation, $350,106,320, or $46,202 per mile; present value, 

209,858,186, or $39,571 per mile. Cost of reproduction, new, 
switching roads, omitting allowance for solidification and adapta- 
tion, $10,855,227, or $579,718 per mile; present value, $9,848,- 
327, or $525,945 per mile. 

It will be noted that the average capitalization of all lines, 
$43,777 per mile, is less than the average valuation per mile upon 
any of the bases except “Estimate B, Present Value,” omitting 
allowance for adaptation and solidification of roadbed. It should 
also be remarked that over $37,000,000 of the difference between 
“Estimates A” and “B” is due to the fact that in “Estimate A” 
land is appraised on the basis of its cost of reproduction for rail- 
way purposes, while in “Estimate B” it is appraised on the basis 
of its cost of reproduction for other-than-railway purposes. The 
commission, as already indicated, regards the latter as the cor- 
rect basis of valuation. 


II 


The Minnesota valuation raises several questions regarding 
the factors that should enter into an estimate of the cost of re- 
production of the physical properties of a railway. Space will 
permit reference to only the most important. 

The commission and its engineers held that owing to deprecia- 
tion in the value of equipment, rails, etc., the “present value” 
of the properties was less than their “cost of reproduction, new.” 
The officers of some of the railways contended that such depre- 
ciation, if any, was offset by appreciation in value of the property, 
due to seasoning. There is some ground for both of these con- 
tentions. A rail, a car, a locomotive, loses in market value, be- 
comes “second hand,” the moment it is put in service; and it 
gradually wears out or becomes obsolete. For this reason there 
should be some deduction for depreciation. But the roadway of 
a new railway appreciates in value for a number of years owing 
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to what the commission calls “adaptation and solidification.” 
How railway engineers and operatives regard the matter is illus- 
trated by the fact that the Chicago, Milwaukee & St. Paul will 
begin running through freight trains over its Pacific Coast exten- 
sion in July, 1909, but will not let even the large prospective travel 
to the Alaska-Yukon-Pacific Exposition at Seattle next summer 
tempt it to begin running through passenger trains over the ex- 
tension until July, 1910. It is felt that the line will not be safe 
for fast trains until then. Now, if there ought to be a deduction 
from the estimated cost of reproduction, new, of old roads, owing 
to depreciation of rails, rolling stock, etc., should there not be 
an allowance for appreciation. due to seasoning of the roadbed? 
It would seem there could be only one fair answer. Yet the com- 
mission not only deducts an eggregate of over $51,000,000 for 
depreciation, but also, in “Estimate B,” withholds the compara- 
tively small aggregate allowance of $12,858,593 that it made in 
“Estimate A” for “adaptation and solidification.” 

Another very important question is the proper basis of valu- 
ing land used for right-of-way, yards, and terminals. The 
commission found that it always costs much more to get land 
for railway purposes than it would cost to get the same land for 
farms, or to build residences, factories, or office buildings. But 
it says in its report: 

It seems to us that the term “cost of reproduction” could never have 
been used by the courts in a sense that would cause an entirely imaginary 
and artificial value to be placed upon property actually owned and in the 
possession of the railway We are asked to... . proceed upon the 
theory that the land, although of its present value, is not in the possession 
of the railway, and that to acquire it, it would be necessary to pay this 
additional amount known as the railway value. The result of this would be 


that the true, or market value of the land would be disregarded and an arti- 
ficial value placed upon it, on an hypothesis that has no existence in fact. 


It seems to the present writer that the method the commission 
favors, not the one it opposes, disregards the actual facts. The 
question being considered is what constitutes the “true, or market 
value” of land for railway purposes. Land has one value for 
farm purposes; it has another value for city-residence purposes ; 
and another for railway purposes. Its value today for one of 
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these purposes may be $100 per acre, and a little later $200 or 
$300; and the amount that it will bring at any given time for 
the very purpose for which it is to be used is its value for that 
specific purpose. As Professor Mortimer E. Cooley said, approv- 
ingly in an article regarding the physical valuation of railways 
in Michigan that was made under his supervision: “The true 
cash value of a thing has been defined as the price upon which a 
purchaser and a seller mutually agree, and at which a transfer 
actually takes place.” Now, land actually costs more for railway 
than for other purposes because (1) its acquisition and use for 
railway purposes involves damage to adjacent property not 
acquired that must be paid for, and (2) land that it is learned is 
in the direct path of a coming railway, and will be absolutely 
required by it, attains a monopoly value. If land that a farmer 
has just bought for $100 an acre would have cost a railway $300 
an acre, would it be reasonable to say that $300 an acre is its 
“true, or market value” for farm purposes? And, if not, with 
what fairness or reason can it be argued, as the commission 
argues, that $100 an acre, being the value of land for farm pur- 
poses, is the “cost of reproduction” or “true value” of land used 
for railway purposes, when the railway has paid for it, or would 
have to pay for it if it were unoccupied, $300 an acre? 

The commission doubtless would answer that if a railway 
actually has paid $300 an acre it is entitled to a fair return on that 
amount of investment, but that it is not fair for the existing 
roads to earn a return on any such amount, because they got 
most of their land at a price much less than its present estimated 
cost of reproduction for railway purposes. But does the commis- 
sion think it unfair for a farmer, who, perhaps, paid only $1.25 
an acre for his land, to sell it now for $100 an acre, or to earn 
a return on its greatly increased value? It probably would 
answer that the railway, being a public-service corporation, has 
not the same legal or moral right as the farmer to earn a return 
on the increment in value of its land. 

Let us examine this theory. Minnesota’s mileage of railways 
in proportion to its area is small compared with the mileage of 
the eastern states. In order to fill out its large dimensions with 
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population and commerce its existing lines must build many new 
branches, and perhaps some entirely new railways will have to 
be constructed. If the state says that it will let these new branches 
and new lines earn a return only on the farm or town-lot value 
of the land that they must buy, and not on the three or four times 
greater amount that they must pay for it to get it for railway 
purposes, the new branches and new trunk lines are not apt to be 
speedily forthcoming. And if it decides to let new lines earn a 
return on what their land actually costs, it cannot deny to exist- 
ing lines the opportunity to earn a return on the probable cost 
of reproduction of their land for railway purposes. For the new 
branches necessarily will compete with existing branches of old 
lines. The new trunk lines necessarily will compete with the old 
trunk lines. And therefore, to hold down the rates on the old 
lines so that they could not earn a return on the total estimated 
cost of reproduction of their lands for railway purposes, would 
necessarily be to hold down the competitive rates of the new lines 
so that they could not earn a fair return on what their land 
actually had cost; for shippers at competitive points always will 
ship by the line that makes the lowest rates. In that case, the 
new lines would either not earn a fair return on their investment 
in land, or, in order to earn 2 fair return, they would have to 
make up by high rates on business at non-competitive points the 
losses they suffered on business at competitive points. A railway 
commission can hardly be imagined encouraging railways to pur- 
sue such a policy. 

The tax board of Michigan, in valuing the roads of that state 
for taxation, appraised railway land at 100 to 125 per cent. in 
excess of its value for other purposes. The tax board of Wis- 
consin, in valuing the roads in that state for taxation, appraised 
railway land at 150 per cent. more than its value for other pur- 
poses. Can it be that the difference between the bases of apprais- 
als of land in Michigan and Wisconsin, and in Minnesota, is due 
to the fact that in the former cases foundations were being laid 
on which to fix what the railways should pay to the public, while 
in Minnesota a foundation was being laid on which to fix what 
the public should pay to the railways? Such variances of opinion 
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between public officials in such circumstances are not calculated to 
encourage implicit confidence in the impartiality of a valuation. 

The foregoing reasoning ieads to the conclusion that in a 
fair physical valuation some deduction should be made from the 
cost of reproduction, new, for depreciation of rails, bridges, 
equipment, etc. ; that, on the other hand, some compensating addi- 
tion should be made for adaptation and solidification of roadbed ; 
and that land should be appraised on the basis of its estimated 
present cost of reproduction for railway purposes. If this be 
correct the commission’s “Estimate A, Present Value,” is based 
on more nearly correct economic principles than any other of its 
estimates. Whether it is accurate from an engineering point of 
view could be determined only by engineers familiar with each of 
the railways appraised. 


III 


But when a fair physical appraisal has been made, of what 
worth will it be, economically or legally, as a basis for fixing 
rates? 

In the course of his argument in his report to show that the 
cost of reproduction of railway land for railway purposes is not 
the proper basis of valuation, Mr. Morgan, engineer of the com- 
mission, says: “Cost of reproduction and value as a utility have 
no necessary or logical relation.” If the cost of reproduction 
of the physical property for railway purposes has no necessary 
relation to utility, can there be any necessary relation between its 
cost of reproduction for farm purposes and its utility for trans- 
portation purposes? Obviously, no. But utility is one of the 
elements in the value of everything that properly can be regarded 
as capital. Consequently, it would seem, there is no necessary 
relation between the cost of reproduction of the physical property 
of a railway and its value; and an estimate of the cost of repro- 
duction of the physical properties of the railway is not a true 
valuation of the railway at all. 

That the cost of reproduction of the physical plant of a rail- 
way is an element in its value is clear. No one would pay the 
same for two railways of the same mileage, having the same earn- 
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ings per mile, if one had a decrepit physical plant and the other 
had a good one. But on the other hand no one would pay the 
same for two railways that had equal mileage and equally good 
plants, if one had only half as much earnings per mile as the 
other. 

It will be replied, perhaps, that the earnings of a railway can- 
not be considered in making a valuation of it as a basis for rate- 
regulation, because earnings depend on rates, and the reasonable- 
ness of rates is the very thing to be determined. But earnings do 
not depend solely, or even mainly, on rates. Gross earnings de- 
pend both on rates and on the density and nature of the traffic. 
Probably no two roads charging the same rates ever had the same 
gross earnings per mile because one is almost sure to apply the 
rates to a greater density of traffic than the other. Net earnings 
depend as much on operating expenses as on gross earnings. 
Two roads might have approximately the same mileage, rates, 
density and nature of traffic. and gross earnings, and yet have 
very different net earnings because of differences in operating 
expenses. 

The density of traffic, other things equal, depends on the 
skill that has been used in locating the property, in co-operating 
with entrepreneurs in building up industries on its lines, in get- 
ting good traffic-connections, etc. Low operating expenses, other 
things equal, indicate high operating skill. The road with the 
greater density of traffic, or the lower operating expenses, has 
more utility for its owners because it earns them more clear 
money. It has more utility for the public because it hauls more 
travelers and goods, or handles an equal number and amount at 
a lower cost. Can there be any question, then, that it is a more 
valuable property both to the public and to its owners, than its 
competitor with an equally good physical plant but a smaller 
business and higher operating expenses? And since it actually 
is more valuable, is it not solemn nonsense to place on it the same 
“valuation” as on its competitor? 

The sum of the costs of reproduction of a watch-case, the 
main spring, the jewels, etc., is the value of a watch as junk, but 
not its value as a watch. Its value as a watch depends mainly on 
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how it will run. Similarly, the cost of reproduction of the loco- 
motives, culverts, fish-plates, etc., of a railway is not its value 
as a railway. Its value as a railway depends on whether it is 
so located and so organized and operated as to be of great or 
small utility to the public, of great or small profit to its owners. 
Rate-regulation based on physical valuation alone would put a 
premium on extravagant construction and operation and a dis- 
count on skilful management. 

It is believed that valuation of railways based solely on the 
cost of the physical properties is as unsound legally as it is 
economically. In the case of Regan vs. Farmers Loan & Trust 
Co., 154 U. S., 362, the Supreme Court of the United States held 
that a railway was not necessarily entitled to earn a return on its 
cost of construction, saying: 

It is unnecessary to decide, and we do not wish to be understood as laying 
down as an absolute rule, that in every case a failure to produce some profit 
to those who have invested their money in the building of a road is con- 
clusive that the tariff is unjust and unreasonable. The construction may 


have been at a time when material and labor were at the highest price, so 
that the actual cost far exceeds the present value; the road may have been 


unwisely built, in localities where there is not sufficient business to sustain 
a road. 


In such event the road will not be upheld in charging ex- 
cessive rates even to pay a return on its actual cost. If the 
“present value” of the property be less than its “actual cost’ the 
owners must take the consequences. This would seem to imply 
rather plainly that the court regarded the value of a property as 
something entirely different from its cost, and that a road is 
legally entitled to earn a return on its value, whether that be 
less or greater than its cost. 

In Smyth vs. Ames, 169 U'. S., 466, the Supreme Court men- 
tioned the cost of original construction and permanent improve- 
merits, the cost of reproduction, the amount and market value of 
stocks and bonds outstanding, as factors to be considered, specifi- 
cally including “the sum required to meet operating expenses.” 
It added: “We do not say that there may not be other matters to 
be regarded in estimating the value of the property.” 

The advocates of physical valuation seldom go back farther 
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in the decisions of the Supreme Court than Smyth vs. Ames. But 
four years before in the case of C., C., C. & St. L. Raiiway vs. 
Backus, 1£4 U. S., 445, it used the following language: 

But the value of property results from the use to which it is put and 
varies with the profitableness of that use, present and prospective; actual 
and anticipated. There is no pecuniary value outside of that which results 
from such use. Will it be said that the taxation must be based simply on 
cost, when never was it held that cost of a thing is the test of its value? 
Suppose there be two bridges over the Ohio, the cost of the construction 
of each being the same, one between Cincinnati and Newport, and another 
twenty miles below, and where there is nothing but a small village on either 
shore. The value of the one will, manifestly, be greater than that of the 
other, and that excess of value will spring solely from the larger use of the 
one than of the other. 

The meaning of the last sentence is not changed by substi- 
tuting for the phrase, “the larger use,” the phrase, “the greater 
density of traffic.” The Backus case was a tax case; but it is too 
obvious for dispute that what the court said here about value 
applies equally to appraisals for taxation and for rate-regulation. 

We may reasonably conclude, therefore, that not only the cost 
of reproduction of the physical property for railway purposes, 
but also its strategic location and the ability with which it is 
managed as indicated by the great or small density of its traffic 
and its relatively large or small operating expenses, must be 
given due weight in fixing its valuation for rate-regulation, and 
that any valuation for rate-regulation that does not give due 
weight to these and any other factors that enter into its utility 
as an instrumentality of transportation will not secure the ap- 
proval of the Supreme Court of the United States. It will not 
be easy to work out a formula for valuation that will give due 
weight to such factors; but the difficulty of making a valuation 
that shall be legal and fair is not a sufficient reason for not trying 
to make fair and legal any valuation that may be undertaken. 

The view taken by the very able railroad commission of Wis- 
consin in deciding the passenger-rate cases in 1907 seems, in 
the main, to coincide with the opinions expressed in this paper. 
The state tax commission had made a physical valuation of rail- 
ways based on cost of reproduction. In this valuation land used 
for railway purposes was appraised at two and one-half times 
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the value of adjacent land. In deciding the case of Buell vs. 
C. M. & St. P. Railway the railroad commission accepted as 
correct the tax commission’s physical valuation of the St. Paul 
road. This valuation, based on cost of reproduction, new, was 
$62,970,000; less depreciation, $50,832,356. The commission 
said that to take the latter figure as a basis for rate-regulation 
“leaves out of account the value of the plant as a going concern, 
the business it has built up, and the connections it has made.” 
And after quoting from the decision of the United States Su- 
preme Court in Smyth vs. Ames, the commission continued : 

We have carefully considered this matter of valuation and the various 
elements that should be taken into account as decided by the court. Our 
conclusion is so near to the cost of reproduction, new ($62,970,000) that we 
have concluded to adopt that valuation; not because it happens to be made 
on any particular basis, but because it is equivalent to a composite value 
arrived at after taking into account the various elements suggested by the 
court. 

If the Minnesota commission should follow the example of 
the Wisconsin commission it would take its very highest estimate 
—"‘Estimate A, Cost of Reproduction, New,” amounting to an 
aggregate of $411,735,195, or $54,201 per mile—as the correct 
basis for regulation of rates. 


IV 


Under the present system of railway-regulation in the 
United States part of the valuation of any railway must be 
allocated to state and part to interstate business before it can 
be used as a basis for fixing rates. For, while the same 
terminals, roadway, locomotives, and cars are used for haul- 
ing both state and interstate traffic, the rates on state traffic 
are regulated by state authorities; those on interstate traffic, 
by federal authorities. The basis on which this division of 
valuation should be made seems almost insoluble. The Wis- 
consin commission appears in the passenger-rate cases to 
have made the division on the basis of gross earnings. The 
members of the railroad commission of Washington agreed on 
the valuation recentiy placed on the railways in that state, but 
they have disagreed entirely on how the valuation should be 
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divided. Chairman Fairchild contends that the division should 
be based on net earnings. On that basis 65 per cent. of the valua- 
tion of the Great Northern in the state should be allocated to 
state and 35 per cent. to interstate business, and its state rates 
should be slightly reduced and its interstate rates left unchanged. 
Commissioners Lawrence and Jones favor allocating the valua- 
tion on the basis of the cost of operation, in which case 45 per 
cent. of the valuation of the Great Northern should be allocated 
to state and 55 per cent. to interstate business, and its state rates 
should be radically lowered and its interstate rates substantially 
raised. Now, since such a wide divergence of opinion has devel- 
oped between the members of a single-state commission, are there 
not apt to develop even wider differences of opinion between the 
state and the interstate commissions? In that case we might 
be treated to the spectacle of a state commission regulating the 
state rates of a road on 45 per cent. of its valuation, and the inter- 
state commission regulating its interstate rates on 35 per cent. 
of its valuation, in which event it would earn nothing on the 
remaining 20 per cent. of its valuation. The federal courts would 
then have to arbitrate between the warring commissions. 

Probably the only way fairly and rationally to settle this 
question, if valuation is to be used at all as a basis for rate-regu- 
lation, would be to have a single valuation made and all rates, 
state and interstate, regulated by a federal commission. This, 
no doubt, would require an amendment of the federal Constitu- 
tion, the obstacles in the way of which are familiar. 

A valuation based solely on cost of physical reproduction 
probably would result in such a road as the Denver & Rio 
Grande, with its difficult, mountainous construction and com- 
paratively small earning, being appraised per mile as high as, 
or higher than, a road such as the Union Pacific, with its relatively 
easy construction and large gross and net earnings. An appraisal 
that gave due weight to the Union Pacific’s greater density of 
traffic and lower operating expenses would result in a much 
higher valuation being placed on it. Even then, perhaps, it would 
be found that the Union Pacific’s earnings were larger in propor- 
tion to its valuation than the rate-regulating authority considered 
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fair. But if its rates were, consequently, reduced to what was 
deemcd fair, all the competitive rates of the Denver & Rio Grande 
would also have to be reduced, with the result that its earnings 
would be made less than anybody would consider fair. Condi- 
tions such as these would be met all over the country. Would the 
regulating authority then fix rates so that the weak lines could 
earn a fair return—6 per cent., say—and the strong lines more; 
or would it fix rates so that the strong roads could earn only 6 
per cent. and the weak lines little or nothing? 

No matter how a valuation was made, obviously it would be 
almost worthless in determining how much any specific rate, 
as on stone or dry goods, ought to be. The detailed classifica- 
tions and schedules of rates would have to be made as now; for 
if 1t were attempted to make the rate on each commodity pay all 
the direct and indirect expenses of hauling that commodity and 
its pro-rata share of the entire return on the valuation, the move- 
ment of the higher classes of commodities would not be facilitated 
or increased, but the movement for any considerable distance of 
all the cheaper and bulkier commodities—grain, coal, lumber, 
ore, etc.—quickly would be stopped. 

The only way that a valuation of railways, even if made in the 
fairest and wisest possible way, could be used for any just and 
practical purpose, would be as a guide in determining whether 
or not the various railways are earning more or less than a fair 
return. Any valuation for this purpose should be made by the 
federal government, so that each road would be appraised as a 
whole. Is it worth while to spend a large sum of money to make 
one wholesale valuation for this purpose? If this question had 
been asked two years ago most shippers and railway commission- 
ers would have answered in the affirmative and most railway off- 
cers would have answered in the negative, Since then a good 
many railway officers have modified their opinions or entirely 
changed them. The popular view is that the railways as a whole 
are greatly over-capitalized and that they are charging excessive 
rates to pay dividends on watered stock; and this view is con- 
stantly causing enforced reductions in passenger and freight 
rates. On the other hand, railway managers, while conceding 
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that a good many roads are over-capitalized, express confidence 
that a fair appraisal of all the railways, based even on cost of 
reproduction alone, would far. exceed the aggregate net capitali- 
zation—arrived at by eliminating duplications due to intercor- 
porate ownership of stocks—and that a fair appraisai based on 
all the factors that ought properly to be considered would, for 
all the railways, far exceed their present gross capitalization, and 
demonstrate that railway earnings and dividends are not exces- 
sive, but quite the contrary. The Minnesota and other valuations 
lend support to this view. 

Now, a general valuation would set a limit below which re- 
ductions of rates and earnings by public authority could not go. 
If it showed that any road, or all the roads, earn no more than 
a fair return it would be notice that for every future reduction 
in rates there must be a compensating advance. If it showed that 
any road, or all the roads, earn less than a fair return, it would 
practically authorize an increase in rates. Therefore, while many 
persons are advocating valuation of railways as a means of get- 
ting reductions of rates, not a few railway managers of promi- 
nence are beginning to regard the project as a possible effective 
means of preventing further reductions, or even securing ad- 


vances. 


SAMUEL O. DUNN 








THE CONVERSION OF THE ECONOMIST 


Arnold Toynbee begins his account of the Industrial Revolu- 
tion with the statement that “the bitter argument between econo- 
mists and human beings has ended in the conversion of the 
economist.” This conversion has been effected “not by the fierce 
denunciation of moralists,” nor by the “mute visible suffering 
of degraded men,” but by the “chill breath of intellectual criti- 
cism.” 

Assailed for two generations as an insult to the simple natural piety of 
human affections the political economy of Ricardo is at last rejected as an 
intellectual imposture. The obstinate blind repulsion of the laborer is 
approved by the professor. 


Another equally authoritative statement of a very similar 
opinion is found in Sidney and Beatrice Webb’s classic review 
of economic wage-theories. Their conclusion is, however, much 
more sweeping in its denunciation, and in it the blind repulsion 
of the laborer assumes the character of unerring intuition. Briefly 
their conclusion is summed up in the following words: 

Thus economic authority today, looking back on the confident assertions 
against trade unionism made by M’Culloch and Mill, Nassau Senior and 
Harriet Martinear, Fawcett and Cairnes, has humbly to admit, in the 
words of the present occupant of the chair once filled by Nassau Senior 
himself, that “in the matter of [Trade] Unionism, as well as in that of the 
predeterminate wage-fund, the untutored mind of the workman had gone 
more straight to the point than economic intelligence misled by a bad 
method.” 

Economists have gone wrong so persistently in the past that 
the Webbs are “loth to pin their faith to any manipulation of 
economic abstractions,” even when such abstractions are consist- 
ent with the intuitions of the untutored mind, and therefore prob- 
ably correct. 

In any line of scientific inquiry the discrediting of the expert 
in his own special field, and preferment of the untutored mind 
must be regarded as disquieting, and for the expert humiliating. 
The probability that the untutored mind, whether of workman or 
of merchant or lawyer, or in fact the mind of any but a trained 
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expert should go straight to the point would seem small in the 
field of economic research—rather less than that it should solve 
correctly some of the more difficult equations with which the 
astronomer attempts to work out the play of the force of gravi- 
tation upon celestial bodies. The interplay of economic motives 
in the industrial world is at least as mysterious and difficult of 
analysis as is the working of the simple force of gravity. In this 
difficult field, while the untutored mind has been going straight 
to the point, it must be admitted that the expert has seemed at 
times to wander off into devious and uncertain paths, which have 
appeared to have no definite goal or point whatever ; and it can- 
not be taken for granted that his propensity for wandering into 
the regions of subjective psychological analyses, somewhat re- 
mote from the everyday interests of the business world, has been 
entirely satisfied. Meanwhile, moreover, he has developed a 
fatal facility in the art of self-criticism and recantation. The 
small fund of doctrine upon which the profession has somewhat 
grudgingly agreed, has been attacked from within by one expert 
after another, until it has seemed almost to disintegrate. Ignor- 
ing for the moment Arnold Toynbee’s implication that the older 
economists are not to be classed as human beings, to what, it is 
pertinent to ask, has the economist of today been converted, as 
regards the laws determining the remuneration of labor? 

One who attempts to answer this question must experience 
considerable embarrassment. After all conversion is a personal 
experience and it cannot be assumed that economists have gone 
over en masse to any new doctrine. To indicate discarded tenets 
of the old faith is a much simpler task than to identify the posi- 
tive credo of the new, which is generally far less simple and 
naive than the old. Regarding the earnings of labor, however, 
economic analysis and constructive thinking seems, generally, not 
to have kept pace with the increasing complexity of the industrial 
world, where every day wages are in fact determined by the work- 
ing of economic forces. At least some economists seem today 
farther than ever from understanding how they are determined— 
uncertain whether or not they are determined or even tend to 
be determined economically, and somewhat disposed to believe 
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that they may be determined by labor-organization, by legis- 
lative enactment, or by something which they call standard of 
living, or cost of living, or more commonly still by some sort 
of higgling in the market. They seldom believe that economic 
forces work to determine wages very certainly at any amount 
for any grade of labor. They may believe that there is a maxi- 
mum limit above which wages cannot rise, if the amount of 
capital is to be maintained unimpaired; and a minimum limit 
at the subsistence point for labor. These limits are very wide 
apart, and within them wages are not economically determined 
at any point. These are the boundaries of a debatable land, 
marked out by Mr. and Mrs. Webb—a region which may be 
taken up by labor or capital, according as one or the other has 
a higgling advantage in the market. 

Even the boundaries of the debatable land are obviously 
vague and shifting—are, indeed, not boundaries at all, since 
wages do, in fact, rise in many employments above the point 
where impairment of capital sets in; and do in fact sink far 
below the subsistence point, for whole groups of labor, re- 
maining there permanently, or until the group has been deci- 
mated or dispersed. There is no hitch in the downward 
course of wages for any group of labor at the subsistence 
point. Economic history gives ample evidence that economic 
forces have no regard whatever for standards of living, or 
means of subsistence, nor have they any regard for the accumu- 
lated fund of capital with which labor is equipped. The econo- 
mist who accepts the debatable-land theory of wages seems to 
have stultified himself to the extent of confessing that he can- 
not penetrate the complex of econoinic forces acting to determine 
wages in the market. His power of analysis is inadequate. No 
other science seems to have so small a fund of elemental doctrine 
upon which to build, and no other science in recent years seems 
to have so stultified itself with recantation and self-criticism; 
until the university instructor has found it difficult to avoid the 
hypocrisy of teaching what he does not believe, and has been 
forced, as one American economist observed to the writer, to 
seek a refuge in economic history. This perplexity of the expert 
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may be evidence of a transitional stage in economic thinking. 
The period of absolutism has certainly passed in economic sci- 
ence, as it is passing in philosophy and ethics, and in the new 
economics there appears to be little disposition to test out 
theories, or to establish new working hypotheses. It follows 
naturally that the economist has had little courage to undertake 
the refutation of the straight and narrow logic of the untutored 
mind. 

Clearly recent economic speculation has gotten very far away 
from the simple notions of the older economists. Their deduc- 
tions involved, it is contended, a false theory of population, a 
false theory of individualism, a false assumption of perfect com- 
petition, a disregard of other than economic instincts, and an 
unwarranted optimism regarding the beneficent and certain work- 
ing of economic laws. Finally, industrial development has 
instituted new conditions to which their conclusions do not apply. 
It is an extraordinary fact that this older economics, so false 
and unreal in its assumptions, should have exerted a powerful 
influence in the community for a long period of years, that the 
economist who stood for these false doctrines should have been 
consulted by statesmen, and that his economics should have 
shaped social policies. It is also interesting to note that this 
older economics was an organic development of natural and social 
sciences. It was in line with those evolutionary doctrines with 
which the names of Darwin and Spencer are associated. It was 
underneath such practical reforms as were consummated in the 
new system of poor-relief, and in repeal of the corn laws. It was 
positive in its criticism of political and social programmes involv- 
ing the welfare of labor. It had the courage to declare conclu- 
sions from which modern economists shrink, even when those 
conclusions seem to be an inevitable consequence of their own 
reasoning. Beginning with its attack upon the old régime of 
government regulation, it was relentless in its criticism of the 
more or less specious humanitarian philosophies. If the dismal 
science was false, it was nevertheless effective—more effective 
than the new and more correct economics of the present day. 
This is perhaps to be explained by the fact that the older eco- 
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nomics had some of the attributes of the untutored mind in going 
more straight to the point. 

We have, it is true, gotten very far away from the crude 
reasoning of Adam Smith, Malthus, Ricardo, Mill, and Cairnes, 
but the evolutionary trend of modern thought is not at all clear. 
In fact the process of disintegration has seemed to gain rapidly 
upon the work of constructive thinking. While economists have 
been largely occupied with their postmortem dissections of the 
theories of past masters in the science, the untutored mind, with 
its qualities of positive directness, has elaborated marvelous 
philosophies, which have been at least popularly accepted as 
constituting a new humanitarian economics. Although econo- 
mists, by their preoccupied silence, may have seemed to acquiesce 
in the new doctrines, their conversion is rather assumed than by 
them declared, and it is conceivable that when they once get their 
mind off the dissecting table, they may find occasion to renounce 
certain tenets of the new faith which has been foisted upon them. 
At least it would seem in order to ask for a suspension of judg- 
ment in certain matters where the economist is not as yet hope- 
lessly committed, since a striking characteristic of the new doc- 
trines, which are offered as a substitute for the impliedly abstract, 
ethereal reasoning of the older economists, lies in the fact that 
they are themselves largely grounded upon a few simple funda- 
mental assumptions—one might almost say presumptions—which 
are as yet unverified. If the assumptions underneath the old 
economics were unwarranted, certainly some of those underlying 
the new doctrines require verification before they can be finally 
written into economic science. One or two of the more funda- 
mental assumptions now passing current popularity may be noted 
here, by way of entering a plea for open-mindedness. 

The older economists assumed a high degree of competitive 
freedom among the agents engaged in production, and it is con- 
tended that this assumption was never fully warranted, that 
competition is less free today than formerly, and that the normal 
tendency under capitalism is still further to restrict it by combi- 
nation and monopoly. It is generally conceded, even by those 
who assert this restriction of freedom, that the capitalistic system 
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broke down the old régime under which wages and other incomes 
were determined by custom and instituted a régime under which 
all incomes were in the beginning determined more or less com- 
petitively, but it is felt that in its later stages, capitalism has 
achieved an organization of industry unfavorable to freedom of 
competition. It may be noted in this .connection that the capi- 
talistic system is even today as frequently attacked on account 
of its competitive character, as it is on account of its innate 
monopolistic tendencies. The depression of wages is as frequently 
assigned to the working of cut-throat competition, as to the grind- 
ing oppression of capitalistic combinations. Well-intentioned 
employers are, it is contended, forced to reduce wages by pressure 
of competition with less considerate and more unscrupulous em- 
ployers. The unfit employer and type of industrial organization 
tends to survive, and to lower the “plane of competition.” It is 
not at all clear, in fact, whether the evils of capitalism are to be 
attributed to its monopolistic or to its competitive character, but, 
in any case, there would seem to be little ground for assuming 
that competition is tending to become less effective as a regulator 
of economic incomes. At least much evidence may be cited to the 
contrary. The institution of machine industries has made it 
possible for labor to move more freely from one industry to 
another. A handicraftsman could not easily change his occupa- 
tion, but a good mechanic today may enter any one of a wide 
range of employments, and pass easily from one to another. As 
industry becomes more highly capitalized, and processes become 
more mechanical, the choice of employments open to individual 
laborers widens. It is a commonplace that labor moves more 
easily today than ever before from one community to another, 
following the local demand for labor. On the side of capital, 
also, in at least some respects, the tendency is toward more per- 
fect fluidity. There has never been a time when capital sought 
out more keenly the most profitable employment. The building 
up of banking and financial institutions whose chief function is 
the wise investment of capital is one of the great achievements of 
the present generation. Investment has become a highly organ- 
ized and highly specialized social function. The immense banking 
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reserves, insurance funds, and concentrated earnings on large 
aggregations of capital, require for their protection and invest- 
ment the services of a numerous corps of experts whose grasp of 
the future must be far sighted, imaginative and infallible. A 
slight margin of profit appearing in any field is more certainly 
and quickly detected than ever before, and is sufficient to attract 
the flow of accumulating wealth. It is doubtful if there has ever 
been a period when the assumption by the economist of freedom 
of competition in the adjustment of supplies of labor and capital 
was more justified by actual conditions than it is today. 

In its practical bearings the conclusion that incomes, includ- 
ing wages, are not determined competitively, or that competition 
is becoming less effective and free, is of fundamental conse- 
quence; since if they are not determined competitively, they are 
probably determined arbitrarily—by the capitalistic employer, 
or by labor organizations, or by legislative enactment; and if 
so determined arbitrarily our whole social philosophy must be 
rewritten and adjusted to that fact. Where wages are low, it 
wil! then appear, the responsibility rests with the employer who 
arbitrarily depresses them. The natural remedy will lie in legis- 
lation to raise them, or in organization to force them up arbi- 
trarily. On the other hand, if wages are competitively deter- 
mined, the remedy for low wages lies in some readjustment of 
the supply of labor, in drawing off the surplus of labor, in indus- 
trial training, and education—the evil is economic, and the 
remedy must contemplate concrete changes in economic condi- 
tions. In one case the process of amelioration of the condition 
of labor is properly conceived in terms of warfare and class- 
struggle; in the other, in terms of industrial education and devel- 
opment, and social co-operation. In view of the practical sig- 
nificance of these conclusions, the assumption that freedom of 
competition is more and more inhibited under capitalism ought 
to be well grounded. The evidence on this point is, perhaps, not 
absolutely conclusive and clear, but in the opinion of the writer 
the weight of evidence is contrary to the popular assumption. 

A second assumption underlying these new social philosophies 
is equally fundamental, equally subversive of traditional economic 
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teaching, and its truth equally open to question. It lies in the 
assertion that labor-problems are essentially problems in the 
distribution of wealth, not in the production of wealth. In sup- 
port of this contention the marvelous increase in the productivity 
of industry during the past century is cited. The quantity of 
wealth produced is declared to be sufficient to provide for the 
welfare of all. If labor received in wages what it produces, the 
well-being of the laborer would be assured. Without entering 
into any discussion of the difficulties involved in determining 
individual shares where masses of labor, manual and managerial 
co-operate with masses of capital to perform industrial services, 
it may be pointed out that the above assumption that there is 
enough wealth produced cannot be verified statistically. It may 
be contended that statistics are notoriously misleading, but as 
Bertillon has observed, they are so only for those who have not 
sufficient intelligence to interpret them correctly. And, however 
inadequate our statistics of wealth-production may be, they 
ought certainly to weigh well against unverified opinion. The 
simple statistical fact is that in no modern industrial nation 
is the amount of wealth produced sufficient to maintain a high 
standard of living for the whole population. The most liberal 
estimate could hardly figure out an average income, for a family 
of four members, of a thousand dollars a year.1 Even this low 
average income might not be maintained under any other system 
of wealth-distribution than the present one. That those who 
today produce and earn incomes above this amount would con- 
tinue to render their services under a system of economic dis- 
tribution which devoted a portion of their product, large or small, 


1 Professor Marshall estimates average income in England per family of 
five at £185 (Principles of Economics, p. 48). Mr. Bowley estimated the 
national dividend in Great Britain in 1903 at £2,000,000,000; as the population 
of the country at this time exceeded 40,000,000, the income per family of four 
would fall below $1,000. It may be noted that Mr. Griffin in 1901 estimated the 
national dividend at approximately £1,500,000,000. According to a table of 
per-capita incomes given by Mulhall (Industries and Wealth of Nations, p. 391) 
no other European or American country has so large a per-capita income as 
that enjoyed by Great Britain. In this table per-capita incomes of the following, 
among other countries, are given: United Kingdom, £36; France, £31.2; 
Germany, £24.7; Russia, £9.5; Holland, £25.8; Europe, £19.3; United States, 
£44. 
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to the reward of those less efficient, and that they would maintain 
their efficiency unimpaired cannot be taken for granted, so long 
as self-interest plays so important a part as a motive to economic 
exertion as it does today. The more probable consequence would 
seem to be reduction in the amount of wealth produced. Without 
speculating upon the probable consequences of any such radical 
change in the distribution of wealth, however, it is clear that 
the average income per family which our present rate of wealth- 
production could maintain, is somewhat below the average 
annual earnings of manual labor in certain occupations. Labor 
of any considerable degree of skill earns, in the United States, a 
daily wage of $3.50, or more, and thus provides for a family of 
four a standard of living as high as could be enjoyed by any 
family under a system of equal distribution of the total wealth- 
product of the community. Such a standard is far from being 
economically high. While the power to produce wealth has in- 
creased enormously under the capitalistic system, it is still inade- 
quate to supply the common necessities and comforts to the 
whole population. In a word, the problem is only superficially a 
problem in distribution of wealth: fundamentally it is today, as 
it was in Malthus’ time a problem in production. The future 
welfare of labor depends mainly, not upon the institution of 
some new principle of wealth-distribution. Where the total pro- 
duct is so small, no method of distributing it can provide a 
competence. It does not follow that labor should cease from its 
effort to secure a larger share by organization or any other means, 
but the great promise of improvement in the condition of labor 
lies in increased production, not in some new process of division. 
In the past increase in wages has been achieved under capitalism 
through improvement in the processes of production, and more 
effective industrial organization, and only to a very slight degree 
through schemes of social reform. Such schemes have always 
encountered an insuperable difficulty in that obstinate fact which 
has been well characterized as the niggardliness of nature. No 
sort of higgling in the market can make the sum of wages greater 
than the whole product. Here again the practical conclusions 
from the assumption are of vital consequence. Misconception 
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concerning the amount of wealth available for the payment of 
wages and other incomes has bred a cynical indifference to stand- 
ards of efficiency. The meagerness of the remuneration earned 
by labor is conceived to be due to exploitation, not to any in- 
sufficiency in the means of economic well-being. This whole 
philosophy of exploitation depends of course directly upon the 
assumption above considered, that economic incomes are arbi- 
trarily determined. The degradation of labor is due to exploita- 
tion, and social amelioration thus again comes to depend upon 
the issue of a class-struggle, not upon industrial progress. The 
class-struggle is directed against a relatively small group of capi- 
talistic employers, who are able, under the present industrial 
order, to divert to their own consumption an immense stream of 
wealth. That a very considerable amount of wealth is so diverted 
in some countries, and that the condition of labor is thereby 
worsened, may be conceded, but statistics do not justify the 
extravagant notions which prevail generally. 

It should be observed here that the question is not primarily 
concerned with concentration of wealth-ownership. Whatever 
evils attach to such concentration, it does not necessarily, nor 
practically, imply abstraction of wealth from the consumption 
or service of the community. Those who own the community’s 
capital do not increase their consumption of the annual product 
of labor in proportion to their ownership. Production is 
naturally directed toward satisfaction of the community's wants, 
because in the satisfaction of these wants capital earns its highest 
rewards. Beyond a certain point simple ownership confers little 
power to consume, and practically the full power to consume is 
not exercised. So far as large aggregations of capital are con- 
‘ cerned, ownership is mainly a matter of administration and 
organization, not of consumption. Assuming, however, that the 
consumption of the rich represents a sort of spoils abstracted 
from wages of labor, its amount relatively to total product is 
insignificant, and no hope of any considerable improvement in 
the condition of labor through the taking over of the spoils of 
the rich is justified. 

It is interesting to note how this assumption that the capital- 
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istic system is one of exploitation has woven itself into the texture 
of economic reasoning, and popular discussion. To a very con- 
siderable extent the programme of unionism is grounded in the 
belief that labor does not receive in wages an equivalent of what 
it produces, and the purpose of labor-organization is through 
collective bargaining to secure this surplus product for the 
wage-earner ; no doubt obtains as to the existence of the surplus. 
The more scientific development of the thesis is to be traced to 
Carl Marx’s theory of surplus value, which is seized upon by 
owners of the instruments of production. The surplus-value 
product of Marx may be more or less clearly identified as the 
debatable-land product of the Webbs, i.e., that portion of the 
product which is not economically determined to labor or capital 
—a sort of no-man’s product, to be seized upon by those who 
possess the power to appropriate it in the absence of any valid 
economic claim to it. Again, it underlies such theories as Mr. 
Hobson’s theory of under-consumption, and of industrial crises, 
according to which the consumptive power of labor, which is 
limited by the amount of the wages of labor, is not sufficient to 
provide for the consumption of the product of industry. The 
result is an accumulation of commodities in the hands of pro- 
ducers and merchants, which eventually stops the wheels of 
industry and precipitates a crisis. 

If the capitalistic system is essentially one of exploitation, 
the condition of labor ought, it would seem, to become pro- 
gressively worse under it, as the system becomes more firmly 
established. Statisticians and others are, however, agreed that 
the condition of labor has improved, and that wages have ad- 
vanced rapidly—more rapidly, in fact, than have other incomes. 
It is true that a high degree of accuracy does not attach to wage- 
statistics in different countries, but the advance in wages which 
such data as can be obtained seem to indicate, is too great to be 
offset by any probable margin of error.2, Perhaps the most 


?Our own census figures, which seem to show that average annual wages 
have doubled during the last five decades are not in themselves conclusive, but 
they are in the main borne out by other investigations, official and unofficial. 
Mr. Griffin’s investigation of the progress of the working-classes in England 
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conspicuous economic fact of the last century, and the one best 
attested by statistics is the advance of wages with the productivity 
of industry, in proportion as :t has become capitalized. 

Another assumption in the new economics, involving the wel- 
fare of labor, may be briefly noted. It declares that under capital- 
ism the status of labor is rigidly fixed. This assumption is com- 
monly associated with a naive interpretation of economic history 
so gratuitous and unsubstantiated that its acceptance by any 
economist is difficult to explain. According to it the industrial 
revolution is conventionally summed up in the statement that it 
consummated a change from a system of production under which 
labor normally progressed from the condition of apprentice to 
that of journeyman and finally to that of master-workman, 
and employer—ordinarily he married into his employer’s family 
—whereas under our present régime he does not normally 
progress through these stages, but remains a wage-earner 
all his life. Only a few exceptional individuals escape into the 
employing group. Such a siatement, as it is popularly inter- 
preted, is entirely misleading. The handicraftsman, under 
conditions obtaining before the industrial revolution, certainly 
did not escape from the manual labor class more frequently than 
he does today. No employer class existed into which he or 
anyone else could rise. Economically the opportunities for ad- 
vance open to labor were much more restricted than they are 
today. Socially and politically the status of labor was rigidly 
fixed and also exceedingly restricted. No career other than that 
of manual labor was open to him. On the other hand, as regards 
led him to the conclusion that real wages had increased in a period of forty 
or fifty years ending in the eighties, from 70 to 100 per cent. Mr. Bowley, in 
a study of the period since the eighties, concludes that the advance has been 
continuous. In France official data published annually by the Office du travail 
give the following index-numbers, as representing the percentage movement of 
wages, wages in 1900 being taken as 100: 

1806 1810 1820 1830 1840 1850 1860 1870 1880 1890 1900 1905 
46.5 47 48.5 50 52 56.5 64.5 76 92.5 98 100 104 
Emile Levasseur’s statistical study of the consumption of the French population 
during the nineteenth century, based upon independent data. arrives at conclu- 
sions entirely consistent with the official statistics of wages. For other countries 


conclusive data are not obtainable covering any considerable period, but there 
is ample evidence of rapid amelioration in the condition of labor. 
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the employer class today, it is largely made up of individuals who 
have done exactly that which it is asserted cannot be done. The 
“captains of industry,” good and bad, today, have so commonly 
come up out of the ranks of labor as to make the assumption of 
a fixed status for labor untenable. 

In one other respect, the economist’s renunciation of the old 
faith appears positive and certain. He appears to have conceded 
that the old Spencerian philosophy of individualism has been 
proved in error, and conversely that the beneficence of the state 
in undertaking the guardianship of individual welfare has been 
demonstrated beyond a doubt. The philosophy of individualism 
upen which English-writing economists of the last generation 
builded so well has gone by the boards; and he would be bold, 
indeed, who should presume to champion it against the growing 
paternalism of the government. The ideal of equality has been 
substituted for that of individual excellence. And yet what a 
splendid fight might yet be made for individualism in the indus- 
trial world. The record of democracy for efficiency is far from 
convincing, and the dangers iaherent in extension of the powers 
of government are clearly discernible. The most serious conse- 
quence of this extension of the scope of government function has 
been impairment of the efficiency of government in the exercise 
of those very functions for which a government is properly in- 
stituted—namely, the administration of simple justice between 
individuals. It would seem that the growing complexity of in- 
dustrial relationships offers a sufficiently wide field for the exer- 
cise of government functions, without contemplating the 
assumption of other responsibilities. It is significant that the 
peoples which have depended least upon government administra- 
tion, have been in the past, as they are today, the most pro- 
gressive—and most progressive and well to do in that period of 
their history when they have enjoyed greatest immunity from 
political control. Even the English, which have been the freest 
and economically best conditioned race in Europe, seem in the 
Australian colonies, with a more favorable natural environment, 
to have come under a partial blight of democratic paternalism 
which has retarded economic progress, and undermined indi- 
vidual initiative. The essential point is, however, that neither 
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has the philosophy of individualism been proved in error, nor the 
beneficence of paternalism been satisfactorily demonstrated. 

Has the bitter argument really ended in conversion of the 
economist? And, if so, to what has the economist been converted ? 
Granted that the crude but splendid logic of Malthus and his 
followers must give way before modern criticism, is the econo- 
mist willing to concede to the untutored mind the virtue of in- 
fallibility in his own field of scientific research? Is he willing 
to concede that economic incomes are to any considerable degree 
determined arbitrarily by decree of employer, or labor-union, or 
legislative body, and that efficiency is no longer the great deter- 
mining condition of material well-being? Is he willing to concede 
that the capitalistic system under which the wages of labor have 
steadily advanced is essentially one of exploitation of the masses 
by the classes? Finally, is he willing to abandon the ideals of 
individualism, and to prefer those of social equality and stand- 
ardization? Is it not conceivable that the economist, in the spirit 
of humility, has conceded too much to the popular contention that 
the welfare of labor is advanced mainly through the waging of 
industrial warfare and class-struggle, rather than through the 
perfection of industrial organization and co-operation? There 
would seem to be little justification for the assumption that the 
price or wages of labor is more amenable to legislation or organi- 
zation than is the rate of interest or the price of food, or even the 
yield of grain per acre. The conversion of some modern econo- 
mists to the economics of the untutored mind is still happily 
largely presumptive, and implied from the failure of economic 
science generally to develop < positive doctrine of its own—a 
doctrine divested of all intellectual mysticism and subjectivity, 
practical and simple in its conclusions, and yet so well grounded 
as to be capable of resisting the refinements of expert criticism. 
Meanwhile, ought the economist to allow even the presumption 
of conversion to stand? 


Joun CuMMINGS 
Tue UNIVERSITY OF CHICAGO 
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THE NATIONAL TARIFF COMMISSION CONVENTION 


The call for the National Tariff Commission Convention, which 
met at Indianapolis, February 16, 17, and 18, was signed by a 
number of business organizations of which the following are typical: 
National Association of Manufacturers; Merchants’ Association of 
New York; Boston Chamber of Commerce; Farmers’ National 
Congress; Millers’ National Federation, and the National Associa- 
tion for the Extension of Foreign Commerce. The manufacturers 
included in these organizations are largely dependent on other basic 
industries for the material which they work into products ready 
for the consumer. They are the groups which put the finishing 
touch on articles that have passed through a number of hands on 
the way from the mine, field, or forest to the direct satisfaction 
of human want. These manufacturing and commercial interests 
together with agricultural and allied industries are the ones repre- 
sented in the call for the convention. 

“All commercial and other organizations of the country favor- 
able to the object sought to be advanced” were “earnestly invited 
and requested to appoint delegates to the convention in sympathy 
with the movement.” When they came together, a few over five 
hundred, there were represented two hundred and twenty-three 
organizations in forty-two states. Mr. J. W. Van Cleve, of the 
National Association of Manufacturers, was chosen permanent 
chairman, and a set of rules was adopted that excluded discussions 
of schedules, rates, or policies, or criticism of the proposed scheme. 
One man, whose name appeared upon the programme, was not 
allowed to speak, it is alleged, because he expressed a belief that 
tariff-revision is a subject for Congress rather than for a com- 
mission. The assembly was not a deliberative body for the purpose 
of considering the advisability of adopting the commission plan for 

*Twenty-two such bodies are named in the list. The thirty-five associa- 
tions declared to be favorable to the object of the convention include a number 
of chambers of commerce and boards of trade, St. Louis Cotton Exchange, East 
Buffalo Live Stock Exchange, Merchant Tailors’ National Protective Associa- 
tion, National Live Stock Associaticn, American Meat Packers’ Association, 
National Piano Manufacturers’ Association of America, Carriage Builders’ 
National Association, and the New England Shoe and Leather Association. 
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the adjustment of the tariff, in any sense other than that in which a 
group of Baptists may be conceived to deliberate over the custom of 
immersion, or a conference of college presidents over the benefits 
of higher education. The meeting was for the purpose of strength- 
ening the faith, giving publicity to the beliefs, and voicing the 
demands of the interests assembled. 

An analysis of the programme as printed indicates two speakers 
who may fairly be said to represent trade and commerce; five who 
have their field in the final stage of manufacturing; and eight who 
are concerned with agriculture and allied activities. Of the states- 
men, One senator and one senator-elect are from Indiana, and one 
is from Oklahoma. There are three congressmen listed, one from 
New Jersey, Mr. Fowler, one from Indiana, and the third from 
Louisiana. As a straw to indicate the way of the wind, it is worth 
while to note that there were six congressmen-elect scheduled to 
give addresses: three from Indiana, one from Colorado, and two 
from Ohio. The latter were democrats returned by republican 
districts. 

The meeting was shaped, therefore, by the smaller, finishing 
manufacturers, the traders, and the farmers; given a_ political 
veneer by western statesmen, and an ethical tint by an eloquent 
Hebrew rabbi who delivered an address on “The Moral Side.” 

The burden of the speeches made in the convention was that the 
present method of preparing tariff bills is hopelessly inadequate, 
and the successful solution of the difficulties is to be found in the 
creation of a tariff commission. Incidentally it was declared that 
the plans of the convention were not to interfere with tariff-revision 
by the next Congress. Repeatedly there were declarations of loyalty 
to the principle of protection, and many speakers expressed the 
belief that it is possible to get a tariff that would be fair to every- 
body concerned, manufacturers, exporters, importers, consumers, 
and the national exchequer. There were some suggestions in regard 
to the creation of a Bureau of Tariff Research, but the plan for a 
commission was easily more popular. 

In discussing the inherent evils of the present system of con- 
structing a tariff bill, emphasis was laid upon the complexity of 
the problem that the Ways and Means Committee of the House and 
the Finance Committee of the Senate have to undertake to solve. 
The present law affects some four thousand items and the next bill 
will have to include about six thousand. An immense number of 
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industries will have to be taken into account. Each industry ought 
to be studied; its connection with other businesses considered; the 
work of its foreign rivals should be known; and the foreign trade 
in its products demands thought. The work that reasonable 
efficiency calls for is enormous. 

To the solution of this extraordinary series of questions the 
Ways and Means Committee gives between four and five months, 
and the Finance Committee goes over its work in about half that 
length of time. The period is absurdly disproportionate to the labor 
that is called for, even under the most favorable conditions. But 
the other factors are not favorable. The men on the committee are 
usually inexperienced. Mr. Payne and Mr. Dalzell are the only 
ones on the present Ways and Means Committee who have seen 
service before. Again, they are without technical knowledge. The 
Dingley Bill was made by an editor, a manufacturer, and a number 
of lawyers. The method of investigation by public hearings is 
hopeless when the end in view is the collection of a mass of tech- 
nical information upon which to base proper rates. The committee 
cannot sift the evidence that is offered to it by interested persons to 
determine how much truth there is in it. No business corporation 
would think of conducting its investigations in such haphazard, 
slip-shod manner. Reports of technical experts are essential to 
successful planning of a policy in any concern that does business on 
any but the widest margin of profit. Congressional methods would 
be ruinous in private industry, and only the extraordinary resources 
of the country have enabled the United States to bear up under 
this wretchedly incompetent method. Men who have conscientiously 
tried to do their duty on these committees have come out with 
shattered health. The task, together with the duties of other com- 
mittees to which the members are assigned, is superhuman. 

The classification of dress-trimmings and automobiles together 
or of buttons and artillery is significant. The 300,000 cases of 
disputes in respect to classification, that have occurred in ten years, 
with the suits in courts necessary to determine them, show the 
character of the results in the present system. The wide discrep- 
ancy between the rates submitted by the Ways and Means Com- 
mittee and the Finance Committee, amounting to 100 per cent. in 
cases, indicates the absence of any technical knowledge upon which 
to base their calculations. The unanimous conclusion of the speakers 
was that the system in its constitution is irremediably bad. 
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Not only was the system, or lack of system, declared to be 
beyond hope of amendment, but its manipulation was criticized 
sharply. Local interests determine the rates. A congressman was 
quoted as saying: “If anyone in my district wants anything, I get 
it for him and get as much as possible.” Log-rolling is effective 
as a method of adjustment, as indicated by the statement: “We gave 
Senator Blank five million dollars’ worth of protection to which he 
was not entitled, but, blankety-blank, we needed his vote.” The 
outcome is a bill nearly every item of which is the result of a trade 
or a compromise. The hearings of the Ways and Means Com- 
mittee allow all the advantage to the strong, and there were plenty 
of suggestions that the representatives of the trusts get more con- 
siderate attention than the smaller interests. The weak, the diffident, 
and the scattered either are not heard at all, or are brow-beaten and 
cross-examined with a view to confusing them if they do appear. 
Considerable irritation was shown on this point, and a current of 
feeling hostile to big combinations accused of receiving special 
favors ran through the convention, not more than _half-con- 
cealed at any time and openly expressed by a few speakers. This 
manipulation was declared to be responsible for growing class-feel- 
ing and the excessive concentration of wealth in some cases. It 
was denounced as immoral because it does not distribute benefits 
equitably. Rates are raised or lowered according to demands of 
partisan political considerations. Trade-agreements are not provided 
to meet the needs of the rising export business. The farmer who 
is breeding cattle especially needs a wider market to insure the 
stability necessary to successful stock-raising. The latter will enable 
him to feed many of his products on the farm and maintain the 
fertility of his soil. The manufacturer of finished articles for export 
could get into markets now closed, it was alleged, if he could get 
his raw material cheaper; but this material is the product of the 
unfairly protected, big, basic industries which are enabled to exact 
high prices. 

Over against these inherent and administrative evils of the 
existing method of constructing tariff bills, the speakers placed their 
view of the advantages of the permanent commission. 

A body of business men and economists could take the time 
necessary because of the magnitude of the undertaking. They could 
avail themselves of the services of experts in every line of manu- 
facturing, commerce, and agriculture. They could study the foreign 
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markets and the conditions of rival foreign industries. They could 
ascertain the relation of industries to each other. They could show 
what the probable effect of any change of rate or classification might 
be. In a word, they could collect and digest the information neces- 
sary to a rational construction of a tariff bill, so that, whatever the 
theory as to policy might be, the facts would be available for the 
drafters of the measure to work in the light. It would do for 
Congress what experts do for business men; what a master does 
for a court of equity. Moreover, it was believed that merely turning 
on the light would correct many of the present evils. 

The commission method has been tried in respect to currency 
legislation. Similar service is rendered by the Bureau of Corpo- 
rations, the Bureau of Labor, the Industrial Commission, and by 
the Interstate Commerce Commission. 

Much stress was laid upon the example of the German Tariff 
Commission, which was made up of thirty-two able business men 
and economists, who consulted some two thousand experts in various 
lines, as well as interested organizations and local governments. 
Its work occupied a period of five years, and resulted in finding the 
facts, fitting the tariff to the facts, arranging simple schedules, and 
making two tariffs, the first a minimum tariff to be in force in the 
trade with the nations that grant German exporters favorable rates ; 
the second, a maximum, to apply to those countries that do not enter 
into trade-agreements with the Fatherland. The similar commissions 
of France and Japan were referred to. It was pointed out that the 
Unionist party in England, hoping to come into power before long 
and standing for a protective tariff, has appointed a commission to 
prepare a bill. It will be a political necessity that they present a bill 
to Parliament promptly in event of success at the polls, and they 
know that a satisfactory law cannot be made in a short time. The 
commission has been at work for three years and has funds, privately 
provided, to support it for two years more. 

It was pointed out that one of the great evils of the existing 
system is the intermittent revision of the tariff, three having been 
made in the last nineteen years; and we are face to face with 
another. Business halts because of these revolutionary methods. If 
there were a permanent commission to point out the necessary 
changes as occasion arises, such minor modifications as progress 
renders necessary could be made so gradually that there would be 
no disturbance, and an evolutionary development would be substi- 
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tuted for the violent alterations that throw business into a state of 
doubt and depression periodically. 

Many of the addresses held forth the hope that a commission 
would take the question of the tariff out of politics and put it on a 
business basis. The speakers seem to think that with the facts clearly 
stated, unanimity of policy would follow. The question of tariff- 
rates would become, perhaps, like the question of railway rates, 
matters to be determined in view of the circumstances of the case. 
They appeared to have the idea that there is a general agreement to 
the protective policy, and if a protective tariff could be rightly con- 
structed and properly altered as occasion arises, all the heat of 
political contention in regard to it would cool through lack of fuel. 

In respect to trade-agreements with foreign nations, it was con- 
tended that a commission would be of great service in arranging the 
terms and details of the scheme. They would have at hand the 
data necessary to arrive at a mutually beneficial understanding. The 
advantages and need of such agreements to further our rising 
export business were dwelt on in many addresses. 

The objection to a commission on constitutional grounds was 
regarded as baseless because no function of Congress would be 
affected adversely by a body that would furnish it with accurate 
information and act under its direction. 

No industry would be hurt through finding out the truth about 
the tariff except those that deserved to be hurt. It was alleged that 
those who do not wish a commission appointed to find the truth were 
the ones who do not wish to have the truth found out. 

To illustrate the absurd ideas abroad in respect to the purposes 
of the convention, the chairman read the following telegram: “We 
request the convention to agree upon a reasonable tariff schedule to 
lay before Congress.” 

Senator Beveridge declared that the next revision of the tariff 
will be the last one without the aid of a commission. A letter from 
President-elect Taft was read indorsing the plan of a commission. 

The hostility of the present Ways and Means Committee to the 
scheme is shown by a quoted remark of Chairman Payne to the effect 
that the commission idea is a joke and the men who demand it are 
fools. Mr. Dalzell told Mr. John Barrett that the convention was 
“a great gathering of crazy men.” It is evident, one speaker de- 
clared, that the politicians will not readily let go their chief asset. 
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The work of the convention was summed up in the following 
set of resolutions: 

We demand from Congress, for the equal benefit of all classes of the 
people and in the name of all American industry, of farm, factory, labor, 
and commerce, represented in the National Tariff Commission Convention 
held at Indianapolis, Ind., on Feb. 16, 17, and 18, 1909, consisting of dele- 
gates from forty-two states and representing two hundred and twenty-three 
(223) agricultural, civic, commercial, and industrial bodies, the immediate 
creation of a permanent tariff commission for the following purposes and 
ends, through congressional action, viz: 

1. The collecting and intelligent, thorough, and unprejudiced study ox 
tariff facts. 

2. The preservation and promotion of our home market and the develop- 
ment and enlargement of our foreign trade. 

3. The accomplishment of this by reciprocal trade-agreements, based on 
maximum and minimum schedules. 

4. The adjustment of the tariff-schedules so that they shall affect all 
interests equitably. 

5. The fixing of the rates of duty to be paid on the imports from any 
foreign country, within the limits of the maximum and minimum rates 
established by Congress, under reciprocal trade-agreements negotiated by or 
under the direction of the President, in order thereby to develop and pro- 
tect our foreign trade by the means favored by President McKinley and 
authorized by secs. 3 and 4 of the Dingley law. 

We urge that prior to the passing of a bill creating such a commission, 
Congress, during its special session about to be called, shall prepare and 
adopt, with the assistance of the best information presently available, a 
revised tariff as completely and accurately adjusted to present conditions 
and therefore as stable as is possible at this time. 

We make this demand because: 

1. The tariff yields our largest national revenue, yielding $333,000,000 in 
the fiscal year 1906-7, and concerns all classes and all the people. While it 
favorably affects the rate of wages, it alsc influences the cost of living and 
therefore the purchasing power of wages. It directly affects the cost of 
production and therefore our ability to compete in foreign markets. The 
problem is vast and complex and vitally affects all industry and commerce. 

2. The present method of tariff-regulation is crude, unscientific, and 
outgrown. It imposes on Congress technical work which it should not be 
required to perform. It results in unnecessary, unreasonable, and unfair 
discrepancies and errors. It perpetuates such errors for long periods, 
involves intermittent revision, and tends to violent changes of policy. 

3. The commission plan will substitute a scientific method which will 
establish the neutral line of maximum benefits and minimum evils to all 
interests. It will accomplish this by a governmental agency, properly 
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equipped to furnish Congress with the vast amount of cumulative techni- 
cal data required to assist it, both in framing legislation based thereon and 
in forecasting the results of such proposed legislation. It will enable Con- 
gress to concentrate its time and efforts on constructive legislation based on 
such facts and assist our executive departments to negotiate intelligently 
commercial agreements for the increase and extension of our foreign trade. 
It will promote the prosperity of the country and the larger employment of 
American labor by encouraging the conversion of our raw materials into 
finished products before their export to foreign markets. It will provide 
for the prompt correction of errors in the tariff and a recognition of chan- 
ging conditions. 


The method of giving effect to the purposes of the convention is 
‘indicated in the following resolution: 


Resolved, That to proceed for a permanent organization to carry into 
effect the conclusions of this convention the chairman shall appoint a com- 
mittee of 100, of which not less than two shall be appointed from each 
state of the Union, with the temporary and permanent chairmen of this 
convention as members ex officio, from which committee the chairman of 
this convention shall designate an executive committee of nine members, 
and the chairman of the convention shall be an ex-officio member of that 
committee. 


While the time of the convention was chiefly occupied with 


advocating an improved method of building tariffs, it would be a 
mistake to regard such an improvement merely as the chief end of 
the men behind the meeting. The change in method, it is evident to 
any but a superficial observer, is just a step toward the desired 
goal. The real desideratum is tariff-revision to meet the ideas of 
the finishing manufacturers, the traders, and the farmers. The Ways 
and Means Committee, held by the satisfied element, will not meet 
the wishes of this type of revisionist. The latter are executing a 
flank movement on “the stand-patters” by trying to substitute a 
new method that they believe will give them the desired result. The 
contest, therefore, between the committee method and the commis- 
sion method of constructing a tariff will not be decided upon the 
merits of the methods, but according to the relative strength of the 
ins and the outs. The assaulting party will have presidential influ- 
ence, some public opinion, and a rational proposal to help them. The 
defense will have the strength of the contented, favored conserva- 
tives, and the entrenchments. 


C. C. ARBUTHNOT 
WESTERN RESERVE UNIVERSITY 
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WASHINGTON NOTES 


STRENGTHENING THE ELKINS ACT 
THE STEEL MERGER 

REORGANIZING SOME DEPARTMENTS 
CHECKS AND CREDIT INSTRUMENTS 
A Rounpep REVENUE SYSTEM 


Important support for the principle involved in the Elkins anti- 
rebate law has been furnished by the federal Supreme Court in its 
decision of February 23, 1909, affirming the decrees of the Circuit 
Court in the case of New York Central Railroad Co. vs. The 
United States which came up from the Circuit Court of the United 
States for the Southern District of New York, and in the case of 
American Express Co. and others vs. The United States which 
came to the Federal Court from the Circuit Court for the North- 
ern District of Illinois (Nos. 69, 57, and 285, October Term, 1908; 
and Nos. 405-409, October Term, 1908). The New York Central 
case involved the question of rebates paid to the American Sugar 
Refining Co. of New Jersey and others. It was agreed that for 
sugar shipped over the line, the full tariff rate being paid thereon, 
the railroad company should give a rebate of five cents for each 
100 Ibs. In the Supreme Court the attempt to rebut the findings 
of the lower court against the New York Central was chiefly based 
upon certain claims affecting the constitutional validity of the 
Elkins Act. It was maintained that the provision of that act 
whereby anything done by a corporation, which if done by a 
director would constitute a misdemeanor, should also be held to be 
a misdemeanor committed by the corporation, was unconstitutional 
because Congress had no authority to impute to a corporation the 
commission of criminal offenses or to subject a corporation to a 
criminal prosecution by reason of the things charged. On this the 
court holds that while “it is true that there are some crimes which 
in their nature cannot be committed by corporations,” it is also true 
“that there is a large class of offenses, of which rebating under the 
federal statutes is one, wherein the crime consists in purposely 
doing the things prohibited by statute. In that class of crimes we 
see no good reason why corporations may not be responsible for 
and charged with the knowledge and purposes of their agents acting 
within the authority conferred upon them.” A second important 
point dealt with in this decision is found in the conclusion that 
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a road is guilty of rebating if it even participates in an illegal rate 
involving a rebate, which is put into effect by a connecting line. 
The court points out that “the statute specifically provides that the 
published rate shall be deemed in any prosecution under the act to 
be the legal rate as against the carrier who files the same, or partici- 
pates in any rates so filed and published, and the section further 
provides that any departure from such rate which would include 
the rates either published or participated in, shall be deemed to be 
an offense under the act.” On the strength of this the court 
announces the opinion, never heretofore expressed, that “we think 
the learned judge was in error in holding that offenses of the 
character charged in this indictment could be prosecuted only as 
against the carrier actually filing and publishing a joint rate.” 


In reaching a decision to report to the Senate against the Presi- 
dent’s act in authorizing a merger between the United States Steel 
Corporation, and the Tennessee Coal & Iron Co., a majority of tlie 
members of the Senate Judiciary Committee has given what is the 
first public review of an obscure but highly important financial 
transaction (Confidential Report of sub-Committee of Senate Judi- 
ciary Committee, February 22, 1909). The merger in question took 
place during the panic of 1907. At that time certain concerns in 
New York were holding as collateral security a considerable amount 
of the stock of the Tennessee Coal & Iron Co. The borrowers 
becoming embarrassed, it was proposed to have the United States 
Steel Corporation take over the stock of the Tennessee Coal & 
Iron Co. and issue its bonds in exchange, thus absorbing the com- 
pany. The details of the proposed merger were submitted to 
President Roosevelt in order to secure immunity from subsequent 
prosecution under the anti-trust law and were approved by him in 
the belief that the transaction would relieve the money market. 

The merger accordingly took place. This matter was called up 
in the Senate, about the beginning of January, 1909, and request 
was made both of the President, the Attorney-General, and the 
Bureau of Corporations, for information about the incident. The 
information was refused and, out of this grew instructions to the 
Judiciary Committee to investigate the question whether the Presi- 
dent’s act was authorized. The Judiciary Committee in studying 
the question personally examined some of the principal participants 
in the operation and developed facts of much interest in the study 
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of the iron industry, particularly with reference to the control of 
iron ore holdings. From the legal standpoint the report now turned 
in takes the view that the President was not authorized to permit the 
merger. Incidentally the opinion is expressed that the President 
was misled by interested persons and that the real object of the 
whole transaction was to increase the power of the United States 
Steel Corporation. No appreciable effect in aiding or relieving 
the money market is recognized as a result of the merger. 











President Taft has announced a step of very great importance 
as one of the forthcoming policies of his administration. This is 
the reorganization of the Department of Justice, the Interstate 
Commerce Commission, and the Bureau of Corporations in their 
relations to one another, so as to secure greater co-operation and 
less division of function. The idea is to limit the commission more 
nearly to judicial work, while the Bureau of Corporations partially 
abandons its purely investigative duties and assumes those of pre- 
\ paring cases for presentation to the commission. The bureau will, 
according to the plan, also be intrusted with more distinct and 
definite duties in connection with the work of the Department of 
Justice. It is suggested that certain activities in the Agricultural 
Department growing out of the application of inspection laws would 
also be brought into correlation with the Bureau of Corporations. 
This important administrative change is mentioned by President 
Taft in his inaugural address in connection with proposals for a 
revision of the Sherman anti-trust law. The latter having been 
made an important point during the later days of the Roosevelt 
administration, it is now well understood that during the coming 
winter a renewed discussion of railroad and anti-trust enactments 
will be initiated. This will, it is believed, give rise to efforts to 
enlarge the powers of the Interstate Commerce Commission in the 
matter of jurisdiction as well as to give to it some authority in 
connection with the issue of securities by interstate railroads. 


























Comptroller of the Currency Murray has undertaken an inquiry 
along the lines of that carried on by Comptroller Eckels about 
twelve years ago. He is obtaining, from the banks, statistics show- 

} ing the relative amounts of specie, paper currency, and credit instru- 

{ ments received by them, in the course of a day’s business, over their 
counters. This will serve to show how far changes have occurred 
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in the comparative use of checks and various classes of currency. 
Mr. Murray is also arranging to begin an investigation designed 
to show what proportion of bank deposits recorded on the books 
of banks at any given time has been created by the actual receipt 
of coin or currency, what percentage has grown out of the deposit 
of checks and drafts upon other banks and what percentage is the 
result of discounts and loans made to borrowers who do not take 
their loans in the form of notes but are credited with them. Both 
investigations have been initiated at the request of experts in the 
employ of the National Monetary Commission. The latter body has 
presented to Congress a summary of investigations ordered by it 
and now promises to begin active work during the current spring 
and summer. It has changed in character through the retirement 
of several of its members from Congress and their retention as 
private individuals upon the commiission. The commission thus 
changes its character by ceasing to be an exclusively legislative 
commission. Its “legislative” character was one of the chief 
grounds upon which its creation was advocated by Senator Aldrich 
in preference to the mixed commission urged by Chairman Fowler 
of the House Banking and Currency Commission. 


The. enormous appropriations made by Congress in spite of 
the pledge to attempt genuine economy have left the Taft adminis- 
tration face to face with a revenue problem of extraordinary diffi- 
culty. According to Chairman Payne of the Ways and Means 
Committee it will be wholly impossible to depend upon any tariff 
bill for the means with which to carry on the government upon its 
present scale of expenditure. It is also clear that the Ways and 
Means Committee, overburdened with the task of hastily framing 
a tariff bill, will be unable at any time during the current session 
to prepare a rounded revenue system. This has led to frequent 
serious consultations between President Taft, Secretary of the 
Treasury MacVeagh, and Senator Aldrich. The existing revenue 
system has been carefully canvassed and the question of supple- 
mentary sources of income has been covered. Among the methods 
which have been under discussion are (1) documentary and other 
stamp taxes; (2) increased taxes on beer; (3) duties on tea and 
coffee; (4) inheritance taxes; (5) income taxes; (6) revision of 
internal revenue taxes generally. Very little attention has been 
paid to such of these features as are incorporated in the bill of the 
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Ways and Means Committee as it is recognized that this measure 
does not even approximate to the law which will be placed on the 
statute books at the end of the current session. Of the proposed 
revenue-sources the duties on tea and coffee are strongly antago- 
nized on political grounds and the income tax on constitutional 
grounds. Stamp taxes and inheritance taxes have been received 
with most favor. Meanwhile there has been a slight improvement 
in conditions at the Treasury Department. While the deficit for 
the fiscal year was nearly $90,000,000 at the middle of March, the 
deficit for the month thus far has been unexpectedly small and the 
Department as a whole is only $10,000,000 behind the revenue 
position of last year on the corresponding date. It was $20,000,000 
behind at the opening of the fiscal year, or shortly thereafter. 





BOOK REVIEWS 


A Congressional History of Railways in the United States to 1850. By 
Lewis Henry Haney. Madison: University of Wisconsin, 1908. 


A Congressional History of Railways, as its name implies, is a review of 
the discussions in Congress over railways and railway legislation, and a recital 
of the efforts which were made to secure the interest of congressmen in 
various railway projects, usually for the purpose of securing financial aid ‘of 
some sort in carrying out the ideas of the promoters. Dr. Haney, who since 
the appearance of this work has become connected with the University of 
Michigan, and also with the Division of Accounts and Statistics of the Inter- 
state Commerce Commission, plans in a later volume to bring the history of 
congressional legislation down to the presen time. 

The author has divided the present work into three parts of unequal 
length. Book I covers the “Rise of the Railway Question” and describes the 
various proposals, more or less impracticable, made by such men as Oliver 
Evans, William Strickland, and John Stevens to construct or operate steam rail- 
roads with or without the aid of Congress. Congress showed a mild interest in 
the subject but offered no support, except to authorize the government sur- 
veyors to lend their assistance in laying out the routes of the Baltimore & 
Ohio, and the Charleston & Hamburg railroads. Questions as to the utility of 
railroads, the modes of constructing them, and the principles governing railway 
rates, received some attention at the hands of Congress, and the current ideas, 
as to the relative advantages of railroads and canals are well illustrated in the 
debate in Congress between the friends of the Chesapeake & Ohio Canal and 
the Baltimore & Ohic Railroad. By 1840 the railroads had, in the minds of 
most congressmen, shown their superiority over both canals and turnpikes as 
means of general transportation. 

Book II is entitled “Aid to Railways.” It discusses the various efforts made 
to secure financial assistance of some sort from Congress in aid of railway con- 
struction. At about the time that the railway made its appearance and demon- 
strated its practicability, the political movement in opposition to granting assistance 
by the federal government in aid of internal improvements was in full swing, and 
during the period covered by this essay little real assistance was furnished to the 
railroads by the federal government. The plan of allowing the government sur- 
veyors to assist in laying-out railway and canal routes was continued until about 
1838. It then appeared that these surveys were frequently being used to pro- 
mote purely sectional and local interests and the act authorizing the use of 
federal surveyors was repealed. As a further means of assisting the railroads 
Congress was induced for a period of about nine years to remit duties on 
imported rolled iron used in railway construction, but the opposition of the 
iron-manufacturing interests finally caused a repeal of this act in 1841. Efforts 
were also made to induce Congress to aid the railroads by purchasing shares 
of their capital stock, by making loans to be repaid by services rendered in 
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the transmission of the mails, and by allowing the railroads pre-emption rights 
to a portion of the public lands, but none of these plans succeeded. 

Such land grants as were made to the railroads prior to 1850 took the 
form either of rights of way through the public lands or the allowance of a 
portion—from 2 to 5 per cent.—of the proceeds of the sales of public lands 
made within a state. This latter grant was not made specifically to railroads 
but was in aid of internal improvements of which railroads might form a part. 
It was not until 1850 when the large land grant was made to the state of 
Illinois in aid of the Illinois Central Railroad that Congress was induced to 
grant aid specifically in favor of railroads. The present essay, therefore, brings 
us merely to the threshold of the subject. Dr. Haney differs from Dr. San- 
born, however, in that he holds that congressional grants of rights-of-way 
through the public lands in reality established the principle of land grants in 
aid of railroads. 

The most interesting and valuable chapter in the book is the one entitled 
“Congressional Philosophy of Land Grants,” in which Dr. Haney undertakes to 
show what ideas prompted congressmen in their attitude toward land grants 
in aid of internal improvements. During the earlier years of agitation the 
notion that grants of land in aid of railways would assist in raising the price 
of all the government lands seems to have been the dominant motive, but later 
this very idea met opposition on the part cf the western congressmen who 
desired that the land be granted on easy terms to the roads as well as to set- 
tlers, or else that the grants be made to the states without restriction. The 
argument was advanced that the lands were in reality not the property of the 
federal government, but belonged to the states in which they lay. Sectionalism 
thus played a part in the debates over the government’s land policy, but the 
controversy was not alone between the West and East, but between the North 
and South as well. Southern congressmen were embarrassed by conflicting 
motives. There was the well-rooted opposition to the policy of federal aid for 
internal improvements and extension of federal authority on the one hand, 
but on the other hand there was the desire to conciliate the West and gain 
its support in the slavery struggle. In discussing this phase of the subject Dr. 
Haney seems to have made too much of the tariff influence and not enough of 
the desire of southern statesmen to make use of a liberal land-grant policy to 
extend the plantation system upon whose extension the continuation of cotton 
cultivation by means of slave labor depended. 

Book III gives a history of several schemes, mostly visionary and all 
impracticable, for the construction of a Pacific railroad to which their sup- 
porters sought to commit Congress in the hope of securing financial assistance. 
Some of these plans contemplated a railway at the Isthmus of Panama while 
other were for a Pacific railroad within the United States. 

Dr. Haney’s monograph is a well-written and thorough piece of investiga- 
tion. The author has relied mainly upon congressional documents for his 
material and few measures or proposals seem to have escaped his notice. Yet 
the results of this investigation are very meager and one is inclined to ask 
whether in view of this fact the publication of the monograph at this time and 
in its present form was well-advised. Very few of the measures having to do 
with railroads brought before Congress prior to 1850 passed that body or 
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appear to have had much hope of passing. Most of them were not worthy of 
serious attention and hardly any of them seem to have exercised any influ- 
ence on legislation subsequent to 1850. The truth of the matter is that the 
legislative history of our railways down to 1850 is written not in congressional 
documents but in the proceedings of our state legislatures. 

Had the material contained in this monograph been greatly condensed it 
would have served as a valuable introduction to the real congressional history 
of railways which properly begins in 1850—where this essay leaves off. Dr. 
Haney’s second volume will doubtless be equally well done and will contain 
material of greater intrinsic value to economists and historians. 

W. B. Hammonp 

Outo STATE UNIVERSITY 


English Society in the Eleventh Century: Essays in English Mediaeval 
History. By Paut Vrnocraporr. Oxford: Clarendon Press, 1908. 
Pp. xii+599. 

This book is a welcome addition to the studies on Domesday Book which 
have appeared in recent years. The purpose of the writer, as indicated in the 
preface, is to give a view of English society as it is recorded in the “Great 
Survey,” using earlier and later facts only so far as they throw light on the 
material contained in the central source. The book is encyclopedic and termi- 
nological in character. The first of the two essays into which the work is 
divided treats of the action of political forces on society in the three aspects of 
“Military Organization,” “Jurisdiction,” and “Taxation.” In the second essay 
the economic factors and the ranks of society are considered under the headings, 
“Land Tenure,” “Rural Organization,” and “Social Classes.” 

The general results of Professor Vinogradoff’s investigations tend to 
strengthen the view presented in his earlier works (Villainage in England and 
The Growth of the Manor), that beyond Domesday there had been an England 
of free villages. Of especial interest in this connection is the emphasis placed 
upon the differences in the institutional development of the North and South 
of England. The institutions of the Danelaw represent Anglo-Saxon con- 
ditions of earlier centuries, a theme which is worked out to suggestive conclu- 
sions. Good examples of the method are furnished by the sections on military 
and judicial organization. In the eleventh century the here was still composed 
of the small freemen, but service in the fyrd, except when for the defense of 
the home counties, was attached to land-holding, and one warrior from five 
hides seems to have been the general practice. This distinction is important 
because of its bearing on the question of knights’ fees. In the Danelaw with 
its small estates the feudal institutions of the Norman conquerors found an 
uncongenial soil, and the knights’ fees were consequently large and irregular, 
but the large, compact estates of the South lent themselves to more systematic 
apportionment of military service, and Professor Vinogradoff believes, contrary 
to the views of Round and Maitland, that here there existed normal knights’ 
fees. These were the large fee of about five hides and the small, or Mortain, 
fee of two or three hides, representing respectively the service of a heavy- and 
a light-armed knight. Another significant difference between North and South 
is found in the organization of private jurisdiction. In the South the soke is 
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usually joined with other manorial franchises, while in the Danish district it 
is a separate institution, and the greater part of the population under soke are 
economically independent. This would seem to indicate that the soke had 
been a powerful agency in reducing freemen to a servile position. 

The section on taxation, which deals with the assessment and collection of 
the geld, is mainly occupied with the definition of the technical terms used to 
express land measures and values. But the agency of the geld in driving men 
down in the social scale is not to be overlooked. The use of the term “inland” 
to designate portions of an estate exempt from the geld points to a time when 
the incidence of the tax had fallen on the laboring classes. It is also note- 
worthy that the collection of the geld, “originally effected by the townships 
themselves, gets to be more and more dependent on the action of the manorial 
lords.” 

The second essay is so largely terminological in nature that it is impossible 
to indicate its contents within the limits of this notice. But some of the more 
significant conclusions with regard to the manor may be noted. The manerium 
of Domesday cannot be adequately explained either as an economic organiza- 
tion or as a unit for the assessment of the geld. On the contrary, there are no 
less than five types of manors: the capitalistic, “an economic centre sur- 
rounded by peasant-holdings supporting it;” the administrative, composed of 
“scattered and more or less independent settlements;” the jurisdictional, a 
center of a soke; royal manors, which may belong to one of the three preced- 
ing types, but are characterized by the peculiar legal and economic conditions of 
the tenants: “small estates exploited directly either by their masters or by 
rustics.” Manors of the first type are the most numerous, but the existence of 
the other classes goes far to explain how many freemen had been reduced to 
economic dependence. 

Professor Vinogradoff’s most distinct contribution is the method of studying 
Domesday with proper regard for sectional differences. The conclusions 
arrived at may not always be accepted without question. It may be doubted, 
for example, if he has even yet succeeded in fastening communalism to the 
township. The somewhat elaborate, but nevertheless inadequate, treatment of 
the methods of land settlement is disappointing. But as a whole the book con- 
tains illuminating results, and its method can be followed with profit by other 
students of Domesday. 

W. E. Lunt 

UNIVERSITY OF WISCONSIN 
L’Expansion allemande hors d’Europe. Par M. Ernest ToNNELAT. Paris: 

Librairie Armand Colin, 1908. 8vo, pp. xi+277. 


If we are to believe the conclusions of this writer the prospects for extend- 
ing German influence outside of Europe are anything but bright. The large 
German element in the United States and Brazil, among whom he has been, may 
look to Germany as a mother, but they have definitely cast their lot with and 
given their allegiance to the country of their adoption. The success of Japan is 
declared to have checkmated Germany’s plans in China, while the colony in 
South Africa is only maintained by force of arms and at an enormous cost. 
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Railways and Nationalisation. By Epwin A. Pratt. London: P. S. King 

& Son, 1908. Pp. 455. 

Mr. Pratt writes in support of the thesis that nationalization of railways, 
under any of its forms, “is unnecessary, undesirable and impracticable as 
regards any application thereof to the United Kingdom,” whatever defense of 
the principle may be urged in other countries with other economic and political 
conditions. This said, enough said. The topics treated are inevitable: state 
railway finance; state vs. private management; effects upon politics and upon 
labor; probable terms of acquisition; comparison of English and continental 
rates, services, and conditions of traffic; what English railways have done; 
their present situation; how other countries have been led to adopt state owner- 
ship—all treated from the point of view that out of the nationalization Nazareth 
nothing good can come; at least, not for England, 

As a piece of economic journalism, dealing with a current problem and 
intended to influence the popular mind, the book has merit. It is timely; it 
furnishes recent data; it connects definitely with current discussions in England. 
This, apparently, was the goal of the author. Probably no one would be more 
willing than Mr. Pratt to admit that there is still ample room for further 
writings upon the subject. 


The Industrial Revolution. By ARrNotp Toynsee. New edition. London: 

Longmans, Green & Co., 1908. 8vo, pp. xxv+282. 

The continued demand for this work makes its appearance in a cheaper 
edition most welcome. The memoir by Jowett in the original edition has been 
replaced by an interesting reminiscence, originally delivered at Toynbee Hall 
in 1894, by Lord Milner, one of Toynbee’s college mates and, as Mrs, Toynbee 
adds, his closest friend. Except for the brief prefatory note the rest remains 
unaltered, 


Annuario statistico delle citta italiane, 1907-1908. Florence: Alfani e 

Venturi, 1908. 4to, pp. xvit+320. 

The rapidly increasing list of publications dealing with the statistics of 
municipalities receives a welcome addition through the appearance of the second 
annual published by the Unione Statistica delle Citta Italiane. The data given 
covers a wide range of subjects such as meteorology, population, building, streets, 
light and water supply, public instruction, market sales, live stock, taxes and 
various municipal activities. 


International Exchange. By ANTHONY W. MarcraFF. 3d ed. Chicago: 


International Exchange, P. O. Box 177, 1908. 8vo, pp. xiit+299. 


The new edition of this authoritative work differs from the old simply in 
omitting the Introduction and Critique. 


The Life Story of the Right Hon. John Burns, P.C., M.P. By A. P. 
Gruss. London: Edwin Dalton, 1908. 8vo, pp. 314. 


A popular, interestingly written, and sympathetic account of the famous 
British labor leader and cabinet minister, though hardly authoritative in character. 
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A Little Land and a Living. By Botton Hatt. New York: The Arcadia 
Press, 1908. 8vo, pp. 286. 


In this work, the author of Three Acres and Liberty does still more to stir 
up the enthusiasm of the city man for country life. His point that life is not 
merely making a living cannot be emphasized too strongly; but the living must 
be made, and a number of practical suggestions as to how the city man can make 
a living in the country are found in this book. 


History of German Immigration in the United States and Successful Ger- 
man-Americans and Their Descendants. By Gro. von SKaLt. New 
York: F. T. and J. C. Smiley, 1908. 8vo, pp. 277. 


This volume is in fact simply a collection of brief biographies, including 
portraits, of the most successful men of German birth and descent in this 
country. The section devoted to the history of German immigration is brief 
and poorly done. The technical make-up of the volume is distinctly good. 


The Early History of the Levant Company. By M. Epstein. New York: 
E. P. Dutton & Co., 1908. 8vo, pp. x +270. 


A careful study based primarily upon the original sources and making a 
distinct contribution to our knowledge of the early history of this company. 
It covers the years of periodic charters from 1581 to 1605 and the period of the 
permanent charter down to 1640. The Appendix, which makes up nearly one- 
half of the volume, contains early charters, lists of officers, ships, ports, etc. 


Race or Mongrel. By A. P. Scuuttz. Boston: L. C. Page & Co., 1908. 
8vo, pp. 360. 


A negligible book which advocates with hysterical fanaticism and without 
scholarship the familiar view of the extreme anthropologists that racial impurity 
is the source of all evil. The apparent object is to check alien immigration 
into the United States. 


The Principles of Practical Publicity. By Truman A. DeWeese. 2d ed. 

Philadelphia: George W. Jacobs & Co., 1908. 8vo, pp. xvit+250. 

The second edition of this work, which deals with the more technical 
side of advertising, is put out by a different publisher. The arrangement of the 
chapters has been slightly altered and some new material added, but otherwise 
it remains substantially the same. 


The Modern Corporation. By THomas ConyncTon. 3d ed. New York: 

The Ronald Press, 1908. 8vo, pp. 290. 

That there is a demand for something even more condensed than the 
author’s two volumes on Corporate Organization and Corporate Management 
is evident from the appearance of a new edition of this work which practically 
combined the gist of those two. The changes in it, as compared with the pre- 
vious edition, are scarcely noticeable. 
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